, epartment of the Treasury
'P.O.Box 2508 - TE/GE - -~
.Cincinnati, QH 45201

‘Contact Ielepl{oné Numbers:
Fiong .

Dear Sir or Madam:

We have considered your applioatton for recognition of exemption from Federal income tax
under the provisions of section 501(c)(3) of the-Internal Revenue Code of 1986 and its
applicable Income Tax Regulattons Based on the ‘available mformatlou we have determined
that you do not qualify for the reasons set forth on Enclosure [

Consideration was given to whether you quahfy for exemptlon under other subsections of

section 501(c) of the COue. However we have concluded that you do not qualify under another
subsection. i o »‘ ' P

As your organization has not establrshed exemptron from Federal income tax, it will be
- necessary for you to file-an anntal income tax return on Form 1120 since you are a corporat:on
Contributicns to you are not deductrble under sectlon 170 of the Code.
If you are in agreement with our proposed denral please sign and return one copy of the
enclosed Form 6018, Consent to Proposed Adverse Action.

You have the right to protest this proposed determination if you believe it is incorrect. To
protest, you shouid submit a written appeal givin’g the facts, law and other information to support
your position as explained in the enciosed Fubiication 892, “Exempt Organizations Appeal
Procedures for Unagreed Issues.” The appeal must be submitted within 30 days from the date
“of this letter and must be signed by one of your principal officers. You may request a hearing
with a member of the office of the Regional Director of Appeals when you file your appeal. If a
hearing is requested, you will be contacted to arrange a date for it. The hearing may be held at

- the Regional Office or, if you request, at any mutually convenient District Office. If you are to be
‘represented by someone who is not one of your principal officers, he or she must file a proper
power of attorney and otherwise qualify under our Conference and Practice Requirements as
set forth in Section 601.502 of the Statement of Procedural Rules. See Treasury Department
Circular No. 230.

- If you do not protest this proposed determination in a timely manner, it will be considered by the
Internal Revenue Service as a failure to exhaust available administrative remedies.
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lnvolved has exhausted admlm t atnve remedles-av

\ ,tf

g‘Revenue Service, :
' Pl i

If we do not hear from you within the time speclf ed, this will become our final [determination. In
: that event, appropriate State officials will be notxﬁed of thxs actxon in accordance ith tts
provisions of section 6104(c) of the Coda. " =

'DirectoAr;'Efkémp't'brgéhizatiohs

i

Enclosures: Publication 892
Form 6018 _ - )
Enclosure | ' '




In response to Part Il, Question 1°of your app
a description of proposed activities with the fo

&

sellers, and potential homebuyer(s) awarefof_j programs to aid in the
sale and purchase of residential homes in the community.3The down payment " ..
. assistance will be provided in the form of a grant or gift to qualified homebuyer(s)
L with no repayment required: to be used in conjunction with mortgage financing.
will give gifts in an effort to increase home ownership and- .. .
affordability for those unable to save down payment money, but would otherwise
qualify for financing. Through these activities, (NMEEEENgES hopes to lessen the
burden of home ownership and educate buyers and sellers alike to programs
which would make buying and selling their home(s) easier; thus furthering G

@R exempt cause.”

In response to Part |, dLes_tio‘n 3?of you.riapplié:éti:pri'_for rec.:olg'nition of exemption, you
~ state the following: - : E Wotigel Tl : e

"SENES Down Payment Assistance Program will provide homebuyers with
homebuying education and down Payment assistance in the form of a gift for the -
purchase of a home. The seller of the property is also required to participate in
the Program and make a contribution to &in return for aiding in the

identification, prequalifying, and education of the prospective homebuyer and the
general public. This contribution will be used to replenish the astistance fund as
well as maintain the organization.* .. < * . - : o

'
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_xs a non- -profit, charitable organization that will give your FHA buy rthe
needed down payment in the form of a gzﬁ
with your FH/-\ ioan ecuais nothing down fi i borrower! L

e We only requrre a seller contribution of @M%
-That's only@R% over the gift amount requested!

* We will pay you, the Lender, a fee of $ ¢l for processmg the glﬂ apphca'uon

e We will complete the entire process'in'as little as 24 hours!

o We will help you close more Ioans

The proposed budgets submltted wuth your application for exemptnon mdncated that
your organization anticipated recelvmg total revenue of SHRIN gifts, grants and
contributions for G and G, You indicated that your anticipated expenses for
@RS =nd R would be S for fundraxsrng and $-ln contnbutlons gifts, grants
and sirnilar amounts paid. :

In response to our letter dated_ you submxtted revised budgets which
reflect @AM in gifts, grants and contnbutrons and $_ in contributions, gifts,
grants and similar amcunts paid. - o

Our letter dated (yGG—_—_— requested a detailed descrxptron of the source of your
orgamzatlon s gift funds. We also requested a description of potential recipients of
your down payrrient a: nca and if yvour organization placed restrictions or

limitations on who magr.abbly or whom your organization wru consider as possible
grantees. . ; ,ﬂ..

Your reply dated —cfatgd —wxll accept qift fund aoohcatlons
from all who wish to use our program, regardless of income or prior homeownersth
RN Cocs requxre tr.al borowers be approved for 2 meortaage loan, as our
funds will be used in conjunction with mortgage ﬂnancmg

Your reply also stated * ...one does not have to be a first time homebuyer tc be
approved to use our program. All those who wish to use our program and apply with
BAwill be approved to receive our gift funds. It is not (EENEMEREES intention to
approve only certain first time homebuyers who apply to use our program; we will
. approve all those who apply, provided ihey are approved for mortgage financing and
*that the seller of the property that they are buying agrees to participate in our program.
We do no lmpose addrtronal underwrltmg crlterla on the borrower because we wrsh to
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Section 501(a) of the Internal 'Revenue Code of 1986 provndes for the exemptron from federal
incore tax for organrzatrons described jn. Sectron 501(c)(3). Such orgamzatrons are recognized

if they are organized ana Opéldwu or religious, charitable, and educatlonal
purposes . _

-v.-h 1e iy

s

Section 1. 501(c)(3) 1(a)(1) of the Regulations states that, in order to be exempt as an .

organization described in section '501(c)(3) of the Code, en organization must be both organized
and operated exclusively for one or more of the purposes specified in such section.” if a
organization fails to meet erther the organizational test or the nneratlonal test, it i is not exempt.

=-r.

Section 1.501(c)(3)- 1(c)(1) of the Income Tax Regulations provudes that an organ.zat:on will be
regarded as operated exclusively for one or more exempt purposes only if it engages primarily
in activities which accomplish one or more of such exempt purposes specified in section
501(c)(3). An organization will not be so regarded if more than an lnsubstantxal part of its
activities is not in furtherance of an exempt purpose

Section 1.501(c)(3)-1(d)(2) of the i income Tax .‘:;'..":t'cﬂs defines the term chantable as

including the relief of the poor and distressed or of the underprivileged, and the promotion of

social welfare by organizations designed to lessen neighborhood tensions, to eliminate

prejudice and discrimination, or to combat communxty deterroratron The term “charitable” also

inciudes me iessening cf the burdens of Government

Revenue Ruling 70-585, 1270-2 C B. 11:: provr &s ad‘.':ce as to whether nonproﬂt organizations

created to provide housing for low or moderate income families under faderal and State

orograms qualify for exemption from federal income tax as charitable organizations described in

section 501(c)(3) of the Code. In situation 1 in that ruling, an organization was held to be

exempt under section 501(c)(3) where it limited its housing activities to low income famiiies. .
The organization in that situation obtained operating funds from federal loans and contributions ‘

-from the general public, and used volunteer help for some of its housing activities. Conversely,

in situation 4 of that ruling, an organization operated to assist families with moderate income
erect and occupy affordable homes did not qualify since its activities were not designed to
provide relief to the poor or to carry out any other charitable purpose within the meaning of
section 501(c)(3). The organization in situation 4 was financed by federai and Stats programs
and contributions from the general pubilic.

Revenue Ruling 61-170, 1961-1 C.B. 112, held that an association composed of professional
privite duty nurses and practical nurses which supported and operated a nurses’ registry
prim'nr'!y to afford greater employment opportunities for its members was not entitled to
2xs-mption under section 501(c)(3) of the Code. Although the public received some benefit from
. i@ organization's activities, the prlmary beneﬂt of these activities was to the organlzatxon s
members. :




n Better Business Bureau of Washington. D.C.- Inc. v. United States. 326 U.S..1‘79. the

- Supreme Court held that the presence of a single non-exempt purpose, if substantial in nature,
will destroy a claim for'exenjptixpl T ¢9agq1' s of the number or importance of truly exempt

“purposes Lihed s o

S

In United Statés v. Wells Faroo Bank,
-the Supreme Court held that.an organ

exemption,”; ~ .. .,

485U.. 351,108 S.'Ct. 1179, 99 L. Ed. 24 368 (1900) -
ization must prove unambiguously_that it qualifies for a tax .

?w

‘Harding Hospital, Inc. v. United States. 505 F2d 1068 (1974), holds that an ‘organization seeking

- aruling as to recognition of its tax exempt status has the burden of proving that it satisfies the
requirements of the particular exemption statute. Whether an organization has satisfied the

operational test is a question of fact..* i T B

In Old Dominion Box Co?V. United States, 477 F2d 344 (4 Cir. 1973) cert, Denied 413 U.S.
910 (1973) the court held that operating for the benefit of private parties constitisis a
substantial non-exempt purpose, - Dl R

& In Christian Stewardship Assistance. Inc. v. Commissioner, 70 T.C. 1037, the organization’s

. sole purpose was to assist religious, educational and/or other nonprofit organizations in the
application of Christian stewardship principles.* In furtherance of these purposes, the
organization was engaged in financial counseling by providing a financial planning service to
wealthy individuals whose net worth exceeded one-half million dollars. These financial planning
services were also performed for the directors and major officers of the Christian organizations.
The organizalion prepared a financial plan for a contributor that took 13to account his personal
goals and the applicable tax savings. The financial plan was developed to permit increased
current or deferred donations by rearranging the inter vivos or testamentary disposition of the
individuals' assets to family members. The rearrangement also resulted in a reduction of
Federal income and estate taxes. .-~ ~ .. - '

~

The Court concluded that the organization failed the operational test because the financial
* advice to contributors was a nonexempt purpose that was greater than the exempt purpose:

“The activity of the organization consists of advice on income and estate tax
planning to reduce the individual's liabiiity foi taxes to a minimum. Regardless of
how this advice is characterized, It is advice that assists wealthy individuals in
reducing tneir tax burden." This is the primary effect of the advice given. This
serves the private interests of individuals rather than a broad public interest."

Based upon the above statement of facts and applicable law, we conclude you are not
described in section 501(c)(3) of the Code. We reach our conclusion for the reasons discussed
below. ' ~ g - ' :




First, you indicate an important part 0

from property sellers who participate in you
your organization the property’ reller must agree to make'a contribution t6'yo :

.<There is no information from vihich it can be concluded that the services you describe will

- further or advance any charitable purpose "It appears the described services providea .

~ convenience and a benefit to homeowners who are not members of a charitable classof -
persons.” Because services you describe further no exempt purpose, and becauss they result in
benefits to private person, you do not meet the operaticnai test.of section 504(c)(3) of the Coda
which r?quires that you operate excluslvelg}ffor“gpar_ita]blé purpose ok

Secondly, you indicate anothar important parJt"'Sf frour operations will be providing financial -
benefits to individuals to assist them in acquiring a home While the providir.g of assistance to
low income, or needy individuals to enable them to acquire housing would otherwise be -
considered a charitableactivity, providing these benefits to anyone who qualifies for a loan
would not be deemed charitable.” You have not explained how benefits you propose to provide
to individuals other than low income persons furthers a charitable purpose and you have
therefore not described activities that are exci ~haritable in compliance with the
requirements of section 501(c)(3) of the Code : ' ' ’




